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INTEREST RATE ON DISASTER LOANS 


FRIDAY, MAY 6, 1955 


Unirep States SENATE, 
SUBCOMMITTEE ON INTEREST RATES OF THE 
CoMMITTEE ON AGRICULTURE AND FORESTRY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 324, 
Senate Office Building, Senator Olin D. Johnston (chairman of the 
subcommittee) presiding. 

Present: Senators Johnston (presiding), Scott, Mundt, and Schoeppel. 

Senator Jounston. The committee will come to order. 

I have a statement here that I want to make just preceding this 
hearing. 

Effective January 3, 1955, the interest rate on emergency loans made 
by the Farmers’ Home Administration pursuant to sections 2 (a) and 
(b) of Public Law 38, 8ist Congress, as amended by Public Law 115, 
83d Congress, and on those made pursuant to P ublic Law 727, 83d 
Congress, was established at 5 percent. This represented an increase 
in interest rates, which the farmer must pay, from 3 percent to 5 
percent. 

The purpose of our hearings today is (1) to determine why the 
interest rates were raised at all, and especially at that particular 
time; (2) to determine the wisdom of rolling back the interest rate 
to 3 percent in accordance with the bills before us; and (3) to determine 
the position of the Department of Agriculture—to find ~, oo 
it will oppose the rollback of these rates to 3 percent; and (4) to seek 
the views and opinions of our major farm organizations on he wisdom 
of the legislation. 

Now, I want to say, very frankly, that in view of the fact that a 
large part of the loans affected by this interest rate are emergency 
loans, I feel that it was the wrong time to raise the interest rate to 
5 percent. I don’t know whether an increase would ever have been 
justified, but if it could have been justified at some other time, under 
some other conditions, it certainly does not seem to have been justified 
in January of this year. It was raised at a time when millions of our 
farmers were suffering the most—suffering from farm losses due to the 
drought and other conditions, as well as suffering from the high 
prices of farming—high prices of fertilizer, high prices of farm tools 
and equipment, high prices of labor, high prices of fuel, high prices of 
seed, and so forth. 

Therefore, this increase in interest rates seems to me to be just 
another burden put on the backs of the farmer. 

Thousands of farmers in the drought areas of the Southwest, as 
well as the farmers in South Carolina and the Southeast who have 
been hurt by the freeze conditions, are looking to the Congress to 
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2 INTEREST RATE ON DISASTER LOANS 
keep down their costs and I, for one, feel we should start right here 
with interest rates. 

Without objection, the two bills, S. 1755 and S. 1764, will be inserted 
in the record at this point. 
(The bills referred to are as follows:) 


{S. 1755 and 8S, 1764, 84th Cong., Ist sess.] 


A BILL To amend the Act of April 6, 1949, as amended, and the Act of August 31, 1954, so as to provide that 
the rate of interest on certain loans made under such Acts shall not exceed 3 per centum per annum 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That subsection (a) of section 2 of the Act of April 
6, 1949, as amended (63 Stat. 43; 12 U.S. C., sec. 1148a-2 (a)), is amended by 
striking out the last sentence of such subsection and inserting in lieu thereof the 
following: “Such loans shall be made at such rate of interest, not to exceed 3 per 
centum per annum, and on such general terms and conditions as the Secretary shall 
prescribe for such area or region.’’. 

Src. 2. Subsection (b) of section 2 of the Act of April 6, 1949, as amended (12 
U. 8. C., see. 1148a—2 (b)), is amended by striking out the last sentence of such 
subsection and inserting in lieu thereof the following: ‘‘Such loans shall be made at 
such rate of interest, not to exceed 3 per centum per annum, and on such general 
terms as the Secretary shall prescribe for such area.”’. 

Src. 3. Clause (4) of section 2 of the Act entitled ‘“An Act to provide emergency 
credit’’, approved August 31, 1954 (68 Stat. 999), is amended to read as follows: 
“be made at such rate of interest, not to exceed 3 per centum per annum, and on 
such terms and conditions as the Secretary shall prescribe for such area or areas; 
and’’, 

Senator Jounsron. Our first witness this morning is Mr. Kenneth 
L. Scott, Director of Agricultural Credit Services of the Department 
of Agriculture. Mr. Scott will, I am certain, give us the views and 
policy opinions of the Department. I hope that he will also give us 
some suggestions for cutting down these high rigid costs which face 
our farmers. 

Mr. Scott, will you please come forward. Identify yourself for the 
record and proceed. 


STATEMENTS OF KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL 
CREDIT SERVICES; ROBERT B. McLEAISH, ADMINISTRATOR; 
AND HENRY C. SMITH, DEPUTY ADMINISTRATOR, FARMERS 
HOME ADMINISTRATION, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


Mr. Scorr. I am Kenneth Scott, director of the credit services of 
the Department of Agriculture. 

Mr. Chairman, we recognize that these bills which this committee has 
before it for consideration this morning were introduced as a result 
of our raising the interest rate on certain emergency loans made by the 
‘armers Home Administration. May I say that we sincerely appreci- 
ate this opportunity to explain and discuss with the committee our 
reasons for making this increase in rate. 

This change of rate became effective January 3, 1955, on emergency 
loans made pursuant to sections 2 (a) and (b) of Publie Law 38, 81st 
Congress, as amended by Public Law 115, 83d Congress, and on loans 
made pursuant to Public Law 727, 83d Congress. This question was 
under careful consideration in the Department for nearly 2 years 
before we finally decided that the rate should be increased. Our 
reasons for making this change of rate were primarily twofold: First, 
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there was evidence that the 3 percent interest rate has resulted in a 
competitive situation which we believe to be contrary to the intent of 
the Congress; and, secondly, the Congress has established a 5 percent 
rate for 2 other somewhat comparable types of loans made by the 
Farmers Home Administration. 

Experience in making these emergency loans showed that the 3 
percent interest rate was encouraging some producers, often large 
operators, to resort to various means to convince the county com- 
mittees of the Farmers Home Administration that they were eligible 
for this emergency credit. While these county committees generally 
are doing a commendable job in carrying out their responsibilities, it 
was evident that some of the committees were finding it very difficult 
to determine the real facts in the handling of some of these loan appli- 
cations. The resulting abuses meant that this emergency loan was 
competitive with local banks and cooperative lending institutions 
from which these particular farmers should be obtaining their required 
credit. Knowing that the Congress does not want the lending activi- 
ties of the Farmers Home Administration to be competitive with 
private or cooperative lenders, it is the firm policy of the Department 
to avoid such competition. 

It is well known that established lenders from time to time comply 
with the request of a borrower that they assist in qualifying him for 
an emergency loan from the Farmers Home Administration which 
carries a low interest rate. This is usually explained by their unwilling- 
ness to offend a customer whose business they value. When the 
Farmers Home Administration receives the advice that the private 
lender cannot make the loan, that, of course, carries a great deal of 
weight in their consideration of the application. There is no question 
but that the 3-percent interest rate made the loans program com- 
petitive with other lenders. 

During our study of this problem we were mindful of actions taken 
by the Congress in setting the rate of interest on other types of Farmers 
Home Administration loans. Public Law 731 of the 79th Congress, 
approved on August 14, 1946, authorized the making of production 
and subsistence loans at a rate of 5 percent. Public Law 115 of the 
83d Congress, approved July 14, 1953, authorized the making of 
special livestock loans as an emergency measure and established a 
rate of 5 percent. The increase in rate from 3 percent to 5 percent on 
production and economic loans resulted in a uniform rate on all 
emergency type loans as well as the regular loans for operating funds 
made by the Farmers Home Administration. 

The regulation announcing this increase in interest rate was filed 
in the Federal Register as required by law and an appropriate an- 
nouncement also was made to various offices of the Farmers Home 
Administration. Through inadvertence there was not a press release 
fully explaining the action. There shovld have been such a public 
announcement at the time. It is a firm policy of the Department to 
fully publicize all important actions and developments. 

Interest on borrowed funds is an important cost to all farmers and 
especially so to those who are suffering from drought and other emer- 
gency conditions. There have been more than 43,000 production and 
economic emergency loans closed during the current fiscal year for a 
total of more than $60 million. Therefore, the average size loan is 
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about $1,400. The 2 percent increase in rate on the average would be 
about $28 per annum for an average loan. 

These loan programs are being administered in a very sympathetic 
and helpful manner as we believe was the intent of the Congress when 
this authority was granted. While we know that the interest cost is of 
real importance to these farmers we believe that their welfare is being 
served in the most important and effective way when they receive 
loans to meet their necessary operating costs and are allowed what 
time they require to repay the debt in an orderly way from future in- 
come. This sympathetic and understanding type of credit service is 
being provided by the Farmers Home Administration. It is assuring 
thousands of farmers of the Government’s faith in their ability to 
overcome serious problems, enabling them to stay on the farms and 
continue their farming business. 

Mr. Chairman, Mr. McLeaish, the Administrator of the Farmers 
Home Administration, and members of his staff, are here with me this 
morning, and we would be glad to furnish you any additional informa- 
tion we can on this question, which we know is very important. 

Senator Scorr. Mr. Chairman, I would like to ask Mr. Scott if the 
record of payment has not been very satisfactory. 

Mr. Scorr. The record of payment? 

Senator Scotr. Yes, sir. 

Mr. Scorr. Yes, Senator. 

Senator Scorr. It has been in North Carolina over a long period of 
years. 

Mr. Scorr. We are proud of the repayment record which farmers 
have made on all types of loans of the Farmers Home Administration. 
Naturally, there has been some slowing down in the rate of repayment 
in some of the areas most acutely affec sted by drought. But generally 
these repayments have been very satisfactory. 

Senator Scorr. As a matter of fact, it goes way back to around 
1930 on the seed loans. I believe you called it that at that time. 

Mr. Scorr. Yes, sir. 

Senator Scorr. We in North Carolina have the lowest per capita 
income, which we do not like to advertise and do not like to brag about. 
I would not say we have the lowest of any State in the Unien, but 
certainly we are right at the top of the list on the number of people 
that are affected. It seems to me that we should be trying to help 
these folks. You are cutting down on the acreage of crops that we 
pay off loans with, because you bave got too muc th surplus of this and 
the other, and we know that there are impediments in the law now 
to forbid the movement of crops—in foreign trade, especially. If you 
put impediments all around the thing, you are just going to destroy 
the program, it appears to me. And it looks to me that where we 
try to help people the Department of Agriculture finds that it is not 
advisable to do so. 

I would just like to find some avenue where there is a disposition 
to help folks. Now, if a man would get out of the way because some- 
body else does not like what he is doing, you will find, sure enough 
wherever he goes, there is always a barrier. There is always some- 
body somewhere. But it looks to me as if the Department of 
Agriculture has to take a firm stand. This situation may be so, 
and it may be right, but there is some disposition in the Department 
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of Agriculture to force them off the land. That is the way it would 
appear. 

Well, where are you going to force them to? You have unemploy- 
ment all the way around. You have disaster all the way around, 
and everything is going up in the way of costs to the farmer who is 
trying to live. He is just trying to live now and get by with what 
he can. 

I can see, from a banking standpoint, why you want to do these 
things, but I cannot see it from the standpoint of really doing what 
the President said—helping these distressed people. 

Now, in the memos that have come down from the President, 
right on down to the Secretary of Agriculture—the papers are full 
of it—what you are going to do is to help these handic ‘apped people. 
I say “handics apped” in the sense of being able to survive under 
present farm conditions. But you are telling us one thing from the 
standpoint of the press and the public, and you are actually doing 
another. I do not put the two together. 

Senator Jonnsron. I notice here, too, you say: 


This question was under careful consideration in the Department for nearly 2 
years before we finally decided that the rate should be increased, 


In other words, it is a very debatable question as to whether you 
ought to raise it or not, according to that statement. 

Mr. Scorr. Yes, Mr. Chairman. That is certainly right. It was 
a close decision. As you pointed out, I mentioned in my statement 
that we debated this at great length. And if I might respond to 
Senator Scott’s remarks, we certainly feel that the Farmers Home 
Administration is one of the agencies of the Department that is doing 


a great deal, Senator, to help ‘ke ep these people on the land and help 
the folks that you just referred to in your remarks this morning. 

Senator Scorr. Mr. Chairman, I would like to concur in that state- 
ment. They have done a lot, and why they should take a notion to 
sin right now, I do not understand. 

Mr. Scorr. These emergency loan authorities particularly are being 
administered in a very sympathetic manner. Just a few days ago in 
my office, Mr. McLeaish and members of his staff and myself dis- 
cussed this matter with two Members of the Congress from a State in 
the drought area. Mr. McLeaish explained that in this particular 
State—and it is only an example, Senator, of the way this program is 
administered and the way it is working—they had been making these 
emergency loans for a period of 3 years, and each year the crops did 
not materialize. The credit was put up each year to take care of the 
necessary costs. It is well known that the principal factor that they 
look to is whether they have a good man out there and a good farm 
family that wants to stay on the land, and have a record of being the 
kind of folks that we all want to see and help keep on the farms. 

But they are staying right in there, giving them service, and we 
think that ‘that is exac “tly the type of service that the C ongress wanted 
us to give. 

Now, this rate question, as I frankly say, we recognized to be a 
very debatable point, but we were impressed with the examples of 
where it was actually working out in a competitive way. We are 
very anxious to keep the Farmers Home Administration in the field 
that the Congress laid out for it, and not let it get competitive 


62456—55——_2 





INTEREST RATE ON DISASTER LOANS 


Senator Scorr. Now, that could be so, but on the other hand, you 
are just bound, it seems to me, to compel more folks to leave the farm. 
I do not mean you do all of them. Some of our people actually would 
starve to death before they would accept any handout, as they recog- 
nize it as such, by way of going to the welfare agencies. I know that 
they would do it. They have done it. And we have found it true in 
individual cases, and you have, too. 

But what is the use of holding to a rigid scale here of interest rates, 
running it up about 66 percent—what is the use of that? As a good 
banker, you might say that this thing is financed and self-sustaining, 
and you want to be able to tell the world that you are a good banking 
department in the Department of Agriculture, which you have been. 
[ do not deny that. But what is the use of forcing more people to 
make pleas—which we are doing over here and in the House—for 
more money for school-lunch programs? 

They know that more people in these areas are going to be forced 
into hardship. If we do not have the school-lunch program, many of 
those children will never have a square meal. Maybe that is what 
the Department wants. But it does not jibe with what the President 
is saying. It does not jibe with what Mr. Benson is saying, and it 
does not jibe with the thinking in the Congress, as I see it, and I say 
emphatically that I think we are making a mistake in sticking to an 
increased rate here when we have more or less economic disaster for 
so many of our people. 

The Department of Agriculture is not responsible for the drought, 
although we do not know how much the Department of Agriculture 
has to do with it, or anybody, including the Lord. And I assume the 
Lord is still in command. But I just do not like it, and frankly I will 
tell you so. 

Senator Jounston. Mr. Scott, is it not also true that in the Gov- 
ernment they always take into consideration the people that they are 
lending to, or try to? Is that not right? 

Mr. Scorr. That is right; surely. 

Senator Jounston. Now, back in the thirties when the condition 
of the farmer was very bad, you will find that the Government lent 
to the farmers even to purchase the land of the farm at a very low 
rate of interest. I think the farm that I bought was as low as 3% 
percent on a long-term loan there. They did lend money that low; 
did they not? 

Mr. Scorr. That is right. 

Senator Jonnston. Because of the condition of the country and the 
farmers at that time. 

Then the rural electrification came along, and in order to raise the 
conditions on the farms, the living conditions, and in order to get 
rural electrification, they let the people build rural electrification lines 
very cheap. W hat did they charge for rural electrification lines, or 
what are they paying on most of the loans? 

Mr. Scorr. Two percent. 

Senator Jonnston. Two percent? 

Mr. Scorr. Yes, sir 

Senator Jonnston. That is to try to help the conditions on the 
farm. 

Now, is it not true that these loans at this particular time are 
trying to help the bad condition that we find some of the farmers in? 

Mr. Scorr. You are entirely right; yes, sir. 
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Senator Jounston. Has the Senator from Kansas any questions? 
Senator ScHoEPpPEL, | am sorry that I was not here at the beginning. 
I was tied up in a conference that had been previously arranged, and 
these men came in from quite some distance. I ask your indulgence 
with reference to that. 

Mr. Scott, the thing that alarmed me about this—I have just 
hurriedly scanned your statement, and I was not here to hear the 
previous questioning—but what surprises me is that it is almost 
coincidental with the current climatic calamity and all at once the 
Department raises the rates to this extent. I just cannot quite 
understand it. 

You know, when difficulty hits, people. need sympathetic under- 
standing from commercial institutions as well as from governmental 
institutions to help them get over the hump, and this just adds 
another feature to this thing. It is misunderstood out in the field, 
it is misunderstood as reflected to us, as to the justification for it, 
coming particularly at this time. 

Now, I note in your statement here you say you have been studying 
this thing for 2 years—approximately 2 years. 

Mr. Scorr. That is right, Senator. 

Senator ScnorpPe.. I have great respect for lending institutions on 
the commercial side out in the field, especially for business institutions. 
But I can remember out in my area when things began looking a little 
rough, how those fellows just pulled out like mallard ducks leaving a 
pond when somebody is shooting in the vicinity of that pond, and it is 
going to leave these people in kind of a bad spot in there, 

Just what is the justification for jumping from 3 to 5 and not from 
3 to 4, if vou are going to take this in successive stages? I just 
cannot figure that out. It does not make any sense to me if our 
purpose is to be helpful in a time of emergency to the people out on 
these farms who, because of drought conditions, have to look for some 
kind of help to tide them over. 

Senator Jonnston. I would like to add right there, too, as was 
brought out, these loans have been paid back with a very fine ratio; is 
that not true? 

Mr. Scorr. That is right, sir. 

Senator ScHorpPEL. | made a little investigation, or had it made for 
me. I was informed that the ratio of repayment of even the delin- 
quences is very high. These people have been taking care of these 
loans. We are not going to lose—we have not lost, in the past, a lot 
of money on this thing. That just looked to me like an awfully big 
jump. 

Now, it may be repetitious for me to raise the question here. It 
may have been raised before. But I would just be curious to know 
what, in the wisdom and judgment of those down in the Department, 
prompted that big jump; why they wanted to go all that way at once. 

Mr. Scorr. Senator, as I attempted to set forth in this statement, 
there are really just two points that were of major consideration here. 
We observed abuses of this 3 percent loan which amounted to compe- 
tition with local lending institutions. We know the Congress does 
not want the Farmers Home Administration to be competitive. We 
know they do not want us to be making loans that the banks and 
cooperative lenders can be making. 

The other point was that Congress fixed a 5 percent rate on the 
special livestock loans, an emergency type of loan, and the production 
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and subsistence loan. We concluded that if Wwe were going to make 
a change, we had better bring the rate UP in line with those actions. 
As I indicated earlier, we recognized that the increase was debatable. 

might say that this is one of the things that Mr. MclLeaish and 


those of us in the Department have done to bring the program into 
what we honestly felt was in keeping with the intention of the Con- 
gress. We found that quite a number of loans had been made to 
people on the State and Federal] payrolls, and T know that Members 
of Congress. learning about that, were Shocked and disturbed about 
it, as we were, 

Senator SCHOEppEZy, That is right. J] remember that. 

Mr. Scorr. That was discontinued by regulation. Such loans are 
not made now, Wo think that was a mistake in the past, and we are 
attempting to direct these programs to the family-sized farm, as we 
think the Congress cut out this field for the Farmers Home Adminis- 
tration. And this rate competition is one of the things that Seemed 
to us to be in quite a number of instances showing up in a way contrary 
to what we believed to be the wishes of the Congress. 

Senator Jounsron. It is true that you do not make these loans if they 
can obtain the loan from any banking institution : is that not right? 

r. Scorr. That is right, sir: yes. 

Senator JOHNSTON, As [ understand it, you do not bitterly Oppose 
this interest rate on these particular loans, but you just did it more or 
less to bring it in line with others: js that right? 

Mr. Scorr. We are anxious to be as helpful, I am Sure the record 
will show, in the manner in which this program js being administered ; 
that we are trying to an extreme to be helpful. I am sure we could 
bring before this committee examples that you would be highly 
Pleased with the extent to which they are Stepping right in in these 
real emergencies and staying with these good People where it js very 
evident that the Payout depends entirely on the good faith which we 
relieve exists on the part of these farm families and on a return to 
climatic conditions that will permit them to raise Some crops. We 
believe that the Congress expected us to Stay right in there and lose 
some money, if necessary, in getting done this job of helping them. 

Senator JOHNSTON, Is there anything yoy would like to add? 


Mr. Mel, MIsH. No. I think Mr. Scott has covered the field very 
well, Senator. 


Senator JOHNSTON. Any one of your aids? 

fr. Surrg. No, sir. 

Mr. POLLARD. No, sir. 

Senator JOHNSTON. Did you have any further questions? 

Senator S; HOEPPEL, No, | have no further Seneral questions 
about it. 

Senator JOHNSTON. Did you have any questions? 

Senator Scorr. Senator, '] would just like to remind them again 
that in North Carolina we have 9] counties out of 100 that are in 
the disaster loan area. If that is not disaster, what does get to be a 
disaster. “xcept one of your atomic bombs or something like that? 

[ can see the difference between this and the FHA lending mone 
to build houses and things like that. That is a different thing. But 
this is a question of existence, | think it is an entirely different sit- 
uation so far as these farm loans are concerned, where 4 man just has 
Sot to make a ‘rop. And I know the history Over & period of years 
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of our folks on that, and I know that it has been well supervised, and 
the technical assistance that they give them has been fine, and I think 
the farmers have responded, and they have done everything they 
know how to do. I think it is a different situation here. 

Senator Jonnston. For your information, Senator Mundt, we have 
under discussion aow the loans, whether it be 3 percent or 5 percent, 

Senator Munpr. Thank you. 

Senator Scorr. That is all I have. 

Senator Jonnston. Do you have any questions in regard to it? 

Senator Munpt. Just one. I would like to know for my own 
satisfaction why we made such a jump from 3 to 5. If it was neces- 
sary to increase it, | wonder why we did not find some place on the 
way up where we could have stopped. 

Mr. McLauatsn. Senator, I willanswer that. Mr. Scott has covered 
it. Here we have on the books three types of loans that we are making 
in the areas that we are discussing. One is the production and sub- 
sistence loan, which Congress has set at 5 percent. The other is your 
livestock loan, which Congress has set at 5 percent. And in between 
is the emergency loan, which administratively the Department has 
set at 3 percent. Now, we find confusion amongst the borrowers 
themselves. 

Here is a man who is a livestockman, but he says, ‘Now, why 
can’t I get this emergency loan? It is an emergency to me, too.” 

The produc tion and subsistence boy who lives in the disaster area 
is required by law to pay 5 percent. That frankly was a major 
consideration. And Mr. Pollard, who handles emergency loans, has 
had a lot of experience with it. So has Mr. Smith. He was produc- 
tion loan officer until he became deputy. 

That was the main consideration. And then there was some evi- 
dence, maybe on my part it was an assumption, but I saw some rather 
large loans made on the books over the past years. I have had a 
number of people come in to pressure for some of these larger loans 
at a3 percent rate. It would seem to indicate, and confirm what Mr. 
Scott as said, that there have been abuses or at least attempted 
abuses. 

Now, you can take a county supervisor and county committee living 
out in the country. They are not big people. Often a pretty good 
sized operator comes to them, and perhaps has a letter from his 
banker or an indication from his banker that he will not make the 
kind of loan that we will make. There have been quite a number of 
pressures in that direction. So we made the change after reviewing 
that for some time. Frankly, it was not any desire on our part to 
hit the small farmer. The average loan is around, I think now, $1,100. 

Mr. Sairu. Right. 

Mr. McLeuatsu. Now, that means a difference of $22 a year to 
that man. We have to compare that against a man who wants 
$100,000. The difference to that man is $2,000. Frankly, when we 
already have 2 classes of farmers by law paying 5 percent, in our 
mind at least that justified the 5 percent for this part of our loan 
program which really represents a relatively small part of the loans 
we make. 

We will make roughly $220 million of operating loans a year, and 
this type we are talking about here represents about $60 million. So 
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actually we felt we were bringing our loan rates up to the desires of 
Congress because of the other 2 loans set by statute at 5 percent, 

Senator Munpr. The $60 million is this 5 percent type loan? 

Mr. McLeatsu. No; $60 million is the 3 percent type. 

Senator Munpt. I mean, the kind I am talking about; the 3 to 5 
shift. 

Mr. McLeaisu. That is the type we have discussed. 

Senator Munprt. Yes. 

Mr. McLeatsu. Now, of our operating loans, which represent ap- 
proximately $220 million, only $60 million are affected. 

Senator Munpr. Are there clear-cut criteria, Bob, that exist, so 
that the fellow in the field can tell by looking at a loan that it clearly 
falls into one slot or the other; that-is, that it clearly falls into the 
disaster type loan or the livestock loan, or is it sometimes kind of 
hard to tell where it belongs? 

Mr. McLeaisx. We feel that we do have pretty good criteria. 

Now, on production and subsistence loans, we are limited to $7,000 
for the first loan, with a total line of credit of $10,000. On the 
livestock loan, of course, there is no limit, but the criterion is that 
the applicant must be engaged in livestock production. 

We have had cases where we have had the two types of loans made 
to the same man. Here is a man who has a livestock spread and 
who also has a farming operation. He gets one loan of 5 percent 
and another loan of 3 percent. We have had cases arising when 
production and subsistence loan money ran out. That is appro- 
priated funds. We have made an applicant an initial loan of 
percent. Then we ran out of production and subsistence loan money, 
and we made the same man a loan out of the emergency fund at 3 
percent. His neighbor, who may have gotten in before the P. and S. 
money ran out, has his loan at 5 percent. He is wondering why 
he is paying 5 percent for all of his loan. 

Those are some of the illustrations that led us to that decision. 

Senator Jonnston. How long has this 3 percent been in operation? 

Mr. McLeatsx. Mr. Smith, will you answer that? 

Mr. Suir. The original Public Law 38 was enacted by the 81st 
Congress in April 1949. The rate was established at 3 percent by 
the Department at that time. The rate was changed to 5 percent 
by the Department on July 1, 1951, but was changed again to 3 per- 
cent on August 10, 1951, and has remained at that rate until January 
5, 1953. 

Senator Munprt. Can you give us the motivating reasons for those 
changes? 

Mr. Smirn. Yes, sir. The same reasons, I think, prevailed which 
are now being discussed here, that caused the change of interest rate 
from 3 to 5 percent in July 1951. 

Senator Jonnston. When did they change it back? 

Mr. Smira. On August 10, 1951. 

Senator Jonnston. Just a month later. 

Mr. Smirx. Immediately following the change in interest rate on 
July 1, 1951, the Kansas-Missouri flood occurred, and the Department 
found that the Reconstruction Finance Corporation was making dis- 
aster or emergency loans available to urban residents at the 3 percent 
rate of interest, and in some instances forgiving any interest for the 
first 3 months of the loan. And because of that the Department felt 
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that the interest rates should be more in line with what was being 
charged to people in the urban areas. 

Senator Scorr. Mr. Chairman, I would like the record definitely to 
keep us two Scotts here perfectly identified. We both are good men, 
but we think different. 

Mr. Scorr. I am not sure, Senator, if I may say, that we are too 
far apart in our thinking. 

Senator Scorr. Just 2 percent. 

Senator Jonnston. I will say this to the Department. I think by 
their hesitating 2 years before they could finally determine, certainly 
there was a question in their mind what to do in regard to it. 

Mr. Scorr. That is correct, sir. 

Senator Jounston. I think he acknowledges that. That big ques- 
tion mark, I think they acknowledge. 

Mr. McLearsu. Senator, it is always hard to think about raising 
the interest rate on any loans. Iam sure you realize that. 

Senator Jounston. I know that. 

Mr. Scorr. We are endeavoring, Mr. Chairman and members of 
the committee, to the very best of our ability to keep in line with the 
authority and the intentions of Congress on this. We say in all 
sincerity that we thought we were acting in that respect in making 
this change. 

Mr. Mclearsu. If you tell us it is to be 3 percent, that is what we 
will do. 

Senator Jonnston. So you are not bitterly opposed to the bill? 

Mr. McLeatsn. No, not bitterly opposed. In other words, what 
we want is guidance from the Congress. It will be a little bit more 
administratively diffic ‘ult, but if you put it down in black and wnat 
and say, “Do this,” I think we will go ahead and do it. In fact. 
know we will go ahead and do it. 

Senator ScHorprgeL. Mr. Chairman, I am fully aware of the diffi- 
culties that developed in the field, but when we talk about this thing 

called pressure, that again goes back to a proper analysis of a lot of 
the factors that are entering into this from the field level. If a man 
comes in and wants a $100,000 loan, it ought to be quite apparent, 
as I know it would be to me in that country out there, to know 
whether Mr. X or Mr. Y or Mr. Z out there is trying to fudge on me. 

But when we say that because of the- pressures from the field 
abuses have developed, I think that could be chargeable to adminis- 
trative weaknesses out there, over as against the great need in the 
emergency areas that has been developing for the last 3 years. And 
the 10 to clip it off right at a time when some of these people have had 

2 full emergency years and going into the third one is misunderstood. 

I just feel that from the field standpoint they have not exercised 
the proper discernment. They could have been fully informed as to 
the basic background of these individuals. 

My sole thought is to protect that lower segment of the agricultural 
economy out there. With all these attendant cutbacks that we 
have had, in acreage as well as other things, they are in a different 
category from fellows who are in these 5-percent cattle loans. These 
fellows going into these 5-percent cattle loans out there went in with 
their eyes open. It is almost a seasonable situation there. 

You have a greater degree of liquidation with, sure, some attendant 
damages that would follow to the fellow who overbought and over- 
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reached, but there was hardly any banker, commercially speaking, 
that would not go in and finance a cattle operation, and the first thing 
he looked at was what? Well, has the fellow got proper shelter? 
Has he got proper feed? Has he got proper range areas to support 
these cattle upon which we want to place these loans? 

But the little fellow out there who is cutback on his wheat, cut- 
back on his other things, with drought moving in on him, we have 
made it possible for the field force to put his loan on a strictly emer- 
gency basis, and then we come in here and boom, up it goes 2 percent. 
They just cannot understand. In eastern Colorado—I do not need 
to mention that to you gentlemen as you have been out there, some 
of you yourselves, or your secretaries have been out there—down in 
the Panhandle in Texas, in Oklahoma, the western section of the 
United States, and in that great area where the drought was, and 
down in Senator Scott’s area, over in Missouri, in Arkansas and those 
other places with that drought creeping in there, I just feel that it 
was the wrong time to increase this interest rate, because of the 
climatic conditions that have contributed tremendously to the need 
for loans. They are going to hurt a lot of small people out there who 
are going to say, “‘Well, we have been led to believe we could do this, 
and then other folks had it, and now when an emergency is really 
here, we have to pay a higher price.’ 

That is the reason we are getting a lot of letters. I had a committee 
of five come in here and talk to me last week, and several weeks ago 
there was another group that came in. They came in and immedi- 
ately said, ““Well, what is the Department trying to do? Are they 
just going in here now because we are down, and fearful that we won’t 
pay our debts and won’t pay back?” 

I mention those things because that is the practical side of the thing 
that we get, as these people come in here. It has been drawn to my 
attention that the repayment rate has been excellent. 

I do not know. I just feel that we have chosen a most inappro- 
priate time to do it. I would like to have seen it go up 1 percent 
rather than 2 percent right off the reel. Maybe that would have 
cushioned the blow, but with the added admonition that down the 
line in a year or two maybe this was going to be raised to 5 percent 
is hitting them in the belt, and this is pretty rough, at least on a 
few of them. 

Senator Scorr. Especially when they haven’t got much under the 
belt. . 

Senator ScHoepret. Well,*their resources are getting pretty low, I 
will tell you that for sure. The outlook right now is not good. 

Senator Munpr. Mr. Chairman. | 

Senator Jonnston. The Senator from South Dakota. 

Senator Munpt. I wonder if a better way to approach your 
problem, Bob, in the field would not be to get out criteria which are 
a little more clear to your field people so that they know definitely 
when a loan is a disaster-type loan and when it is a cattle-type loan 
and when it is, we will call it, a subsistence type. Is that the other 
type? 

Mr. McLeatsu. Production and subsistence. 

Senator Munpvt. I have noticed ever since the early thirties down 
here that there is a curious feature about the element of water when 
it comes to be associated with disaster. Nobody questions the fact 
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that water produces disaster when there is a flood. As Mr. Smith 
said, when they had floods in Missouri, we rush in, and we say, “We 
will give you the money for 2 percent, and if you haven’t got 2 percent, 
we will give you the money for no percent, and if that won’t help, we 
will give you the money and a bonus on top of it. 

When a flood comes, the country acts immediately, so that when 
you have a plethora of water, there is no problem as far as bringing 
into focus the power of the Government to help the people. And 
that is good. But when there is an absence of water and you hav 
drought and dust storms, which is just as disastrous to John American 
living in the area that is affected, it is much more difficult to bring 
about this feeling of disaster, which is just as direct and just as 
significant as when they are flooded out. 

And I would think that if a disaster loan is what it is said it is— 
If a disaster loan is really to help somebody who is really in difficulty 
through no fault of his own, through an act of God or an act of Con- 
gress or an act of war, or whatever it is, if he is in difficulty and it is 
a disaster loan, 3 percent is a pretty good rate of interest for him to 
be paying. 

Now, if it is an expansion loan or a commercial loan, as Senator 
Schoeppel pointed out, when here is a fellow who has got a pretty 
good spread and he wants to make it bigger and he is going to specu- 
late, 5 percent is a fair enough rate of interest for him, because he is 
looking forward to an expanded opportunity of more income in the 
typical American way of life; we are for him, and the banks cannot 
quite finance him. So we come in there and make it possible for him 
to venture a little more happily. 

But if it is a disaster loan, then I think 3 percent is enough. And 
if you change it, I do not believe we ought to change it in a niggardly 
sort of fashion and jump from 5 percent to 4% percent. I think if 
you are going to change it, you had better go back to 3 percent in 
your category of disaster loans, which ] think probably we ought to 
do today, “because if a disaster loan is meant for these people who are 
really hit in the drought region, it is pretty serious. 

I speak as one who lives in a State where we had a drought 20 years 
ago and we have not had one for a long time, and I hope we are not 
going to have one. But I know that we have it ni a Kansas 
and western Nebraska, and down in your good State of Texas, and 
Oklahoma. 

Mr. McLeaisu. I have lived with the Texas one myself. 

Senator Munpt. It is a pretty disastrous business, and the fellow 
in the drought on the farm is in just as serious a shape as the fellow 
who is being flooded; only he gets it by installment and by stages, 
but the end result is the same, when somebody comes in and needs 
assistance. 

Senator Jonnston. Are there any other questions? 

Senator ScHorprEeL. No further questions. 

Senator JoHNsTON. Is there any other statement that you would 
like to make to clarify anything that has been said? 

Mr. McLeatsu. Not as far as I am concerned. 

Senator Jonnston. We certainly thank you for coming and appre- 
ciate your coming before us to make this statement. 


62456—55——3 
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Mr. Scorr. Mr. Chairman and members of the committee, I want 
to thank you for this opportunity. We do appreciate very much this 
privilege of discussing this question with the committee. 

Senator Jonnston. We want to thank you for the openness and 
freedom with which you did discuss it. 

According to our list here we are going to make a change and call 
the last man, Mr. John Lynn, because this party tells me that he 


must leave, and we will call him now in order for him to come before us. 
Mr. John C, Lynn. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Lynn. I appreciate that very much, Mr. Chairman. 

In order to save the time of the committee, I would like to file our 
statement for the record and just simply say that we would like to see 
this action of the Department of Agriculture changed so that the 
disaster loans are made at 3 percent. 

We do have a further recommendation to make, and I will just read 
that, if I may, on page 2. 

Senator JoHNSTON. Proceed. 

Mr. Lynn. We recommend that the interest rate on emergency 
loans in disaster areas be at 3 percent for the year the loan is made 
and for 1 additional year—by that we mean 2 years, 1 renewal—and 
if the foal is renewed or extended for any additional period that the 
interest rate be at the then current applicable rate for regular produc- 
tion and subsistence loans made by the Farmers Home Administration, 
which is 5 percent. 

Now, the purpose of this is to try to avoid the abuses that have 
been reported with regard to these loans, and if a farmer has a regular 
production and subsistence loan and does qualify for one of these other 
loans, he will get his emergency loan, so to speak, at the 3-percent rate, 
but to serve notice upon him to enc ourage him to pay this off, because 
at the third renewal the interest rate will go to 5 percent. 

[ think that is the key to our recommendation. We recommend 
that these disaster loans be at 3 percent with that proviso. 


STATEMENT FILED BY JOHN C. LYNN, LEGISLATIVE DIRECTOR 
, 
AMERICAN FarM BurREAU FEDERATION 


The American Farm Bureau Federation appreciates this opportunity to present 
its views with regard to 8. 1755 and 8. 1764. These bills amend the acts of April 
1949 and August 1954 to provide that the rate of interest on certain loans made 
inder these acts shall not exceed 3 percent per annum. 

Quoted below are the 1955 policies dealing with emergency drought and disaster 
LSSIStTaNnce: 

“Drought and disaster conditions have created in many areas a critical financial 
condition. For areas designated as disaster or drought emergency areas, we 
recommend that the following actions be taken to assure continued ownership 

\/or operation of family enterprises wherever there is a reasonable expectation 
hat such borrowers can work out of present difficulties: 

‘“(1) The authority and time limit for making emergency loans should be 
xtended beyond the present 2-year period which expires in July 1955. 

‘(2) Legislative authority should be provided to permit the orderly liquidation 
of these emergency loans over periods up to 10 years. 

‘(3) The rate of interest on these emergency loans should be at a relatively 
iow rate. 
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‘‘(4) A loan program should be set up through the Farmers Home Administra- 
tion to enable farmers and ranchers to consolidate all of their financial obligations, 
excluding real estate mortgages, but including provision for interest on real estate 
loans and for taxes. 

‘“‘(5) Provision should be made in these emergency loans to allow the borrower, 
where necessary, to make reasonable land payments from sale of farm products. 

‘“‘(6) Congress should provide additional farm-mortgage credit comparable to 
the former Land Bank Commissioner loans in these disaster and drought areas. 

(7) Regulations requiring personal financial responsibility of Farmers Home 
Administration personnel should be removed except where fraud or gross negli- 
gence is clearly indicated. Loan procedures should be streamlined. 

‘““(8) The feed and livestock use provisions of the emergency feed relief program 
should be broadened and extended so as to be better adapted and more workable 
in each area and at the time of the emergency, provided that necessary precau- 
tions are taken to see that the feed is used for the purpose for which it was in- 
tended.” 

We recommend that the interest rate on emergency loans in disaster areas be 
at 3 percent for the year the loan is made and for 1 additional year, and if the 
loan is renewed or extended for any additional period that the interest rate be at 
the then current applicable rate for regular production and subsistence loans made 
by the Farmers Home Administration. This will give farmers who need such 
credit an opportunity to help meet their credit needs caused by extraordinary 
drought and other disaster conditions and help them get back on their feet. 

Senator Jounston. Are there any questions? 

Senator ScHorrrPe.. I have no questions. Thank you. 

Senator Munpt. That is an interesting innovation that you suggest 
there at the end of your statement, about increasing the rate after the 
second year, and | can see the reasoning behind it, that you were 
trying to keep people from following this emergency-loan philosophy 
into an era when they could get by on the regular production and 
subsistence loans. If that were done, though, I wonder if there should 
not be some kind of escape clause for the man in the area where 
conditions get increasingly worse the second year, which sometimes 
happens, and if during the third year of a drought, for example, you 
are in worse shape than you were the first year. 

Senator Jounston. That is true. 

Mr. Lynn. That certainly might be. 

Our whole philosophy is to try to help these people, because they 
are in distress, and we have been in that area and know a little some- 
thing about it. 

But we do see the need, as Mr. McLeaish and Mr. Scott have ex- 
plained here, of getting this interest rate increased as quickly as 
possible after the first year or two of the loan, because it is greatly 
misunderstood out in the counties. 

But your suggestion certainly is well taken. 

Senator Jounston. Are there any other questions? 

Senator Scorr. No. 

Senator Jonnston. We certainly thank you for coming. 

Mr. Lynn. Thank you. I appreciate it. 

Senator Jounsron. Mr. Schmidt. 

Mr. Schmidt, just for the record, I would like you to identify 
yourself fully. 
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STATEMENT OF LAIL W. SCHMIDT, MEMBER OF THE BOARD OF 
DIRECTORS, ROCKY MOUNTAIN FARMERS UNION, LAMAR, 
COLO., REPRESENTING THE NATIONAL FARMERS UNION 


Mr. Scumipt. Mr. Chairman and members of the committee, I am 
Lail Schmidt of Lamar, Colo. I am a wheat farmer and a livestock 
producer. Also, I am a member of the board of directors of Rocky 
Mountain Farmers Union and at this hearing I am representing Na- 
tional Farmers Union. 

At the beginning I should like to state that we are supporting 8. 1755 
by Senator Johnston and S. 1764 by Senator Thurmond of South 
Carolina. 

[t is unreasonable, and indeed it is tragic, that these bills should 
even have to be introduced. Such is the case, however, and we hope 
you will give our observations and suggestions your full consideration. 

Farmers are people. There may be some who do not consider 
farmers as people, or as human beings, but nevertheless they are. 
Farm families are composed of men, women, and children. 

Percentagewise, farmers read the newspapers and listen to the radio 
more than other groups of society. And, farmers visit among them- 
selves in their home communities. The community, and the activities 
that they carry on, are a vital part of the home life of the farm family. 
And so, Mr. Chairman, farmers learn things about their community, 
their State, their Nation, and about international affairs. 

We have been told over the radio and in the press that 1955 will be 
the best year in our ostinibide: history, or at least equal to our best 
year. In the same breath the economists and others who made this 
statement at the end of 1954 and even recently also stated that 
farmers are an exception. They went on to say that farmers’ income 
might remain about the same as in 1954 or would decline. Now, in 
January of 1955, the farmer’s share of the consumer’s dollar was 43 
cents; in May of 1955 is 42 cents. Evidently the economists were 
correct in their predictions. In the very few years the farmer’s share 
of the consumer’s dollar has gone down from 52 cents to the present 
low of 42 cents. 

With the total national economic output up each year, with un- 
reasonable profits being made upon this economic situation, isn’t it 
again unreasonable that farmers should be forced into a condition of 
lower wages, lower returns on their investments, and perhaps bank- 
ruptey? 

[f conditions, or Government programs, do not change soon, there 
will be hundreds of thousands of farmers out of business within the 
next several years. And I believe that is what the present administra- 
tion wants done. That will mean 4 to 8 million people who will have 
to find new work, new homes, schools for their children, new facilities 
of all kinds, and possibly will have to rely on some kind of Government 
program in order to finance such operations. That kind of situation 
would create all kinds of problems which you gentlemen would have 
to deal with. 

Mr. Chairman, I am a rancher and a farmer. I know that all of 
you gentlemen are familar with the problems that we have. How- 
ever, I am going to mention several things before I get to my final 
point. I merely want to review these other things for the record as 
to what the position of the farmer is today: 
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(1) Acreage allotments and marketing quotas affecting the basic 
commodities—this reduces income of farm families. 

(2) Lower price support or no price support at all—this reduces 
income of farm families. 

(3) The new parity formula which will go into effect next year— 
this reduces income of farm families. 

(4) Crop insurance has been discontinued or curtailed in some 
areas—this reduces income of farm families. 

(5) Drought, particularly in five Southwest States in 1955—this 
reduces income of farm families. 

(6) Raising of interest rates on Farmers Home Administration 
loans—this reduces income of farm families. 

Now, Mr. Chairman, I should like to talk about the sixth point I 
raised since that is what the committee is meeting for. It deals with 
the interest rates on emergency or disaster loans, which are made 
through Farmers Home Administration under the direction of the 
Secretary of Agriculture. 

On April 15, “195: 5, the Farmers Home Administration disclosed that 
it had boosted interest rates on disaster loans from 3 percent to 5 
percent on January 3, 1955. I wonder if it could have been shame 
or embarrassment on someone’s part in the Department of Agriculture 
that would take three and half months to divulge such information 
to the public. It was stated that they just forgot to announce it 
publicly. They should have also added that they have forgotten 
the farmer. 

That action taken on January 3, and announced on April 15, is just 
another reminder of the banker-minded approach of the present ad- 
ministration toward the whole farm problem. That approach is the 
one under which 2 or 3 million farm families might find themselves 
without farms. And then, gentlemen, you would find vourselves with 
that problem on your hands. It is not a problem that will allow you 
to sleep soundly at night. 

Farmers and ranchers of tod: ay are required to invest many times 
more in equipment, livestock, and supplies than they had to 15 or 20 
years ago. That is, if they are to efficiently handle their farm and 
ranching business. 

The increased investment is caused by a number of factors. I shall 
mention two of these: (1) The original cost of land and (2) increase 
in original cost of new equipment necessary to operate the farm. 

These higher costs cause a further increase in the cost of operation 
by increased depreciation and the interest rate to the operator. In 
other words, the interest cost per year on a tractor would be approxi- 
mately two and one-half times the interest cost of an equivalent 
tractor 15 or 20 years ago if the interest rate would remain the same. 

With an interest rate increase of 67 percent, such as the Secretary 
of Agriculture has declared, on loans to finance a piece of machinery 
and with the increase in the original price, a farmer’s interest cost per 
year is increased by twice as much. This increased cost alone means 
the difference between profit and loss on many family-type farms. 

Further, on many farms hit by flood, hail, drought, insects, and 
other disasters where no or practically no crops are grown for a period 
of years, unnecessary interest charges mount up and make it more 
difficult for a farmer to retire his Obligations. This is particularly 
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true under circumstances where it is advisable to use disaster loan 
funds. 

Farmers in the past few years have been hit by increasing prices on 
practically everything they buy, drought, and other agricultural! 
disasters, and the sliding scale of support prices on almost all commod- 
ities they raise. They have been further affected by untimely, 
unwise, and unnecessary announcements by those in authority about 
burdensome surpluses, the inefficiency of farmers, and that marginal 
farmers should get off the land. They have told consumers ‘that 
these factors cause unnecessarily high prices. 

The reduced acreage of cash crops, increased interest rates, lower 
price supports, and in some areas the withdrawal of crop insurance, 
are evidence that some people would like to make farmers into second- 
class citizens. Farmers have been told they must be more rugged in 
order to be free. Every time prices for things they buy go up, every 
time interest rates go up, every time the prices they receive for what 
they raise go down, a little more comes out of the hide of the farmer, 
his wife, and children. ‘This cannot go on forever. 

Preliminary findings of a survey being carried on in Minnesota at 
this time have brought out the following facts. When the average 
net income of the first 221 farms studied is broken down into an hourly 
return it comes to 31 cents an hour per family based on 5,565 hours. 
That is all that these farm families got for their labor and manage- 
ment in 1954. Both farmers and nonfarmers can well ponder this 
fact: The income of this group of farmers was less than they would 
have realized if they had simply sold their farms and invested the 
proceeds at 5 percent. 

Here is the proof. The 221 farmers had an average income of 
$1,736 for 1954. This did not include any charge for family labor or 
interest on investment. And the average capital investment in their 
farms was $37,905. If they had put that amount into an investment 
yielding 5 percent, it would have returned them an average of $1,895. 
That’s $156 better than they got by working and managing a farm. 

If 5 percent interest on investment had been charged as an operating 
expense, there would have been no income left at all for time spent 
working the farm. The survey covers 5 years of records on the indi- 
vidual farms studied. Highest average net income for the farms was 
in 1950 when it was $2,616. 

There is much talk among farmers today of the advisability of 
attempting to continue in the farming business. In many instances 
if a farmer could change his occupation he would. 

However, every time a farmer quits and leaves the land he takes 
with him years of experience in handling his farm. The chances of a 
less experienced individual making a success on that farm are likewise 
much smaller. Therefore, anyone that finances the less experienced 
operator is more likely to take aloss. In addition, the entire commun- 
ity suffers because of the lack of production and this has a direct effect 
on the national economy. 

In many areas farm businesses must change their operations in order 
to meet changing conditions. For example, perishable land, usually 
referred to as “farmed out’’ or ‘‘sandy soil,’’ must be treated, covered 
to prevent erosion, replaced to grass, or perhaps leveled to put it into 
shape for irrigation. These changes are costly and often require more 
than one crop year to develop. Interest rates, as an increased cost, 
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retard work of this kind. Every unnecessary cost eats at the farmer’s 
net income and, in many years when there is no net income, naturally 
his standard of living is reduced and the family suffers in one way or 
another. 

Some corporations, under Government regulation, are permitted to 
ask for increased revenue in the form of increased rates if they are not 
receiving 6 percent on their investment. This 6 percent, of course, is 
over and above the salaries, wages, and all operating expenses. I 
wonder how many executives, managers, or workers in industry 
would settle for the 31 cents an hour figure I mentioned before that 
those farmers in Minnesota received in 1954. And those farmers 
received nothing for their management. 

If a farmer were to receive one-half of the yearly earnings of man- 
agers of these corporations and 5 percent interest on his investment, 
I am sure it would take more than 100 percent of parity prices on the 
commodities he raised. 

And now, it would appear that his own Government is going to 
stick a knife in his back and raise the interest rate on the money he 
can borrow. I am sure that none of you gentlemen would hit a man 
when he is down. But that is what this interest rate increase amounts 
to. It is a deliberate attempt, a thought-out plan, to eliminate some 
2 or 3 million farm families. 

Perhaps the farmer has been too busy looking after his business at 
home on the farm. Farming is a complic ‘ated business today. And, 
again, perhaps he should have been giving more attention to what is 
going on in regard to the making of laws and the administration of 
those laws. I shall not belabor that point. We are where we are 
and we have to start from that point and try to make things better. 
The farmer is being discriminated against in many different ways and 
I realize it is difficult, if not impossible, to legislate to prevent poor 
administration of any program. Good laws can be passed and then 
administered in an entirely different way than was the thought of the 
legislators. 

To be specific, the interest rates to farmers for disaster or pore 
loans from Farmers Home Administration have been increased : 
follows, according to the action by Secretary Benson on January 3 
of 7 year, but not announced publicly until April 13: : 

Public Law 38—raised from 3 percent to 5 percent. 

Public Law 115—raised from 3 percent to 5 percent. 

3. Public Law 727—raised from 3 percent to 5 percent. 

I should like to point out also, in proof of my contention that farmers 
are being discriminared against, the types of loans and the interest 
rates that were made under Reconstruction Finance Corporation and 
which were turned over to the Small Business Administration after 
liquidation of RFC. 

Under RFC there were two types of disaster loans. 

Business enterprise loans: The interest rate on these was 4 per- 
cent from 1937 when the Disaster Loan Corporation was formed, 
until June 1952, when the interest rate was raised to 5 percent. 

2. Homeownership loans: The interest rate was 4 percent from 
the beginning of the program until September 1953, when RFC was 
closed out. Disaster loans were transferred at that time to the 
Department of Commerce. 
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Now, under the Department of Commerce, the interest rate charged 
to business enterprises under the disaster loan program has been 
reduced to 3 percent. Loans to homeowners under this program have 
been continued at the same rate as previously, 3 percent. 

The farmer today is being discriminated against by his own 
Department of Agriculture in more ways than one. This interest- 
rate problem is only one of the techniques that are being used. 

Efficiency of farm businesses is closely related to available equip- 
ment to accomplish the necessary jobs on the farm, unless the farm 
is unnecessarily overcapitalized. Increased interest rates and a tighter 
lending policy by Farmers Home Administration will cause private 
agencies and institutions to raise interest rates still further. This 
kind of policy will deny farmers some much-needed equipment and 
without ‘this equipment there will be more marginal farms, more 
marginal land, and more farmers forced off their land and into the 
unskilled-labor market. 

Mr. Chairman, I should like to again urge that this committee give 
serious consideration to S. 1764 and 8. 1755. I want to thank you 
for having this opportunity to appear before the committee. 

Senator Jounston. Mr. Schmidt, we certainly thank you. 

Are there any questions by anyone? 

Senator ScuorrpPe.. I have no questions. 

Senator Jounston. No questions. We certainly thank you for 
coming before us. 

Mr. Scumipr. Thank you very much. 

Senator Jounsron. I see we have my colleague from South Carolina 
here. 

Senator Thurmond, have you a statement? 


STATEMENT OF HON. STROM THURMOND, A UNITED STATES 
SENATOR FROM THE STATE OF SOUTH CAROLINA 


Senator THurMoND. Mr. Chairman and gentlemen of the com- 
mittee, | want to thank you for hearing me just for a few remarks on 
these two bills regarding the interest rates. I am in a publie works 
meeting, and I have got to get back there as soon as I can. I appre- 
ciate your taking this time. 

Senator Jounston. Go right ahead. 

Senator THurMOND. Mr. Chairman, on April 20 I introduced 
Senate bill 1764 after reading in the press that the Department of 
\griculture had, 3 months previously, raised the interest rates on 
Government disaster loans from 3 percent to 5 percent. This increase 
in interest rates has come at a time when our farmers need every con- 
sideration if many of them are to continue growing the crops to feed 
and clothe America and many other nations of the world. 

Thousands of our farmers in my State and other States across the 
Nation have only recently—in the latter part of March—suffered 
millions of dollars worth of crop losses as a result of a disastrous freeze. 
This freeze cost the farmers of South Carolina alone more than $10 
million, just at a time when they were trying to recover from a scorcb- 
ing drought that cost millions more during the last crop year. 

Mr. Chairman, as you know, no segment of our economy has suffered 
more severe losses in recent years than our farmers. They should con- 
tinue to receive these loans from our Government at an interest rate of 
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no more than 3 percent annually. At present, this is the only form of 
Government aid that has been made available to the farmers in my 
State as a result of the recent disaster. Now they find that the 
Government rates they have applied for are comparable to those 
charged by private lending agencies. 

It is contended that by 1 raising these interest rates by 2 percent, 
many of our well-to-do farmers will not be attracted to apply for these 
disaster loans, which they, in fact, could not qualify for under the 
present law. As I understand the existing law concerning these loans, 
only those farmers who cannot obtain private financing are eligible to 
qualify for Government assistance. If any unqualified farmers have 
obtained these low-interest loans in the past, then I believe this is a 
problem to be solved by the Department of Agriculture itself, and 
not one that our low-income farmers should be called upon to bear 
in the form of increased interest rates. I cannot see the necessity of 
raising these rates to make these loans less attractive to those who, 
under the law, cannot qualify for them anyway. 

Mr. Chairman, this bill would not undermine the principle of free 
enterprise as it relates to private lenders. As I have already pointed 
out, only those who could not obtain loans from private lending agen- 
cies are eligible for these disaster loans. 

I strongly believe this measure is consistent with our traditional 
policy of providing for the general welfare, especially in cases of large- 
scale disaster affecting such a vital segment of our economy. 

Mr Chairman, this change in interest rates at this time is an unwise 
action. I ask that this subcommittee give favorable consideration 
to both my bill and that of the senior Senator from South Carolina 
which would accomplish the same end—that of placing a 3 percent 
ceiling on all disaster loans. 

I believe my colleague and I introduced bills the same day, each 
not knowing the other was introducing them on the same subject. 
Mr. Chairman, if it is desired to consolidate those bills or place both 
names on ene bill, it is entirely agreeable with me, or in any way the 
committee wants to handle it. 

I do feel very strongly about this matter, though, affecting the 
people who have suffered disasters and who are v italy in need. 

I want to thank you very much for your kind consideration, gentle- 
men of the committee. 

Senator ScHonpre.. We are glad to have you here. 

Senator Jounston. I do not want to keep you. But are there any 
questions of anyone? 

Senator Munpr. Mr. Chairman, I just want to say that I think 
the Siamese sister States of South Carolina and South Dakota see 
eye to eye on this subject as they do on many others. 

Senator Jounston. That is fine. 

Senator THurmonp. Thank you very much. 

Senator Jounston. I find you and I in here are pretty much 
together and see eye to eye most of the time. 

Senator Munpr. We do. 

Senator THurmMonpb. Thank you for letting me testify. 

Senator Jonnston Thank you for coming. 

I believe we have one more witness, Mr. Lloyd C. Halvorson, 
economist of the National Grange. 

Mr. Hatvorson. Thank you, Mr. Chairman. 

Senator Jounston. Identify yourself more fully for the record. 
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STATEMENT OF LLOYD C,. HALVORSON, ECONOMIST, NATIONAL 
GRANGE 


Mr. Hatvorson. I am Lloyd Halvorson, economist for the Na- 
tional Grange, and I have offices at the Grange headquarters at 734 
Jackson Place NW. 

In the way of introduction, I would like to point out, before I pre- 
pared this statement, I sent out 10 telegrams to State masters in 10 
of the drought-stricken States. I received replies from all of them, 
and nine of them were very much in favor of reducing the interest 
rate, and the tenth one said that he was inclined to go along with the 
5 percent. But of those that reported, some of them were very strong 
for a return to a 3 percent rate. Some of them also expressed the 
desire for a longer term loan. In other words, some of them are 
worried about this drought and feel that it will take them 10 years to 
work out of this, and therefore are interested in 10-year loans. 

The National Grange urges favorable action on the bills to reduce 
the interest rate on disaster loans from 5 percent to 3 percent. 

The drought which has affected a sizable area of our country for 
several years has caused adversity for many farm people. This is a 
disaster beyond their control. It is a function of government, we 
believe, to assist victims of a disaster. 

We are deeply grateful for the help extended to drought-stricken 
farmers so far by the Government drought relief program, 

Our main concern is that the program be adequate to enable farmers 
to live through this calamity of nature with the least possible suffering, 
and without undue sacrifice of living standards. It is equally impor- 
tant that credit be adequate to enable farmers to maintain their 
agricultural plant, including livestock, at reasonably full readiness 
for productive use when rain fall returns to normal. Protection 
against undue loss of property through foreclosure in these regions 
is also essential. 

We look upon the disaster loan program as an emergency program 
to help people who cannot meet the disaster by their private means, 
and who cannot secure adequate credit at reasonable rates through 
private sources. ‘The American people, we are sure, are glad to help 
people in need, but they are quick to anger if a program is abused. 
The main reason given for the increase in the interest rate on disaster 
loans from 3 percent to 5 percent was to prevent abuse. We are in 
full accord with this desire to prevent abuse, but we do not accept 
this method as the best or only way of preventing abuse. 

If a 3 percent rate causes those who are well able to obtain loans 
from private sources to seek cheap Government loans, they should 
be screened out by examination of their financial balance sheet, or 
even by requiring a statement from private lenders, such as banks, 
that they cannot lend a certain applicant any more money. 

Farm families who have had to obtain disaster loans will have a 
financial scar that will hold back their standard of living for many 
years to come, and also hold back their farming progress. Older 
farmers may never recover from the effect. Ambitious and intelligent 
boys and girls, who thought they would have a college education, may 
never receive it. Consecutive disaster loans at high cumulative 
interests rates could mean that some farmers may be forced to quit 
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and take the bankruptcy route. It seems the least we can do to help 
people through this drought disaster is to keep the interest rate on 
disaster loans down to 3 percent, which even then is more than the 
cost of money to the Treasury. We recognize that there will be some 
subsidy involved in the administration, but, judging by past decisions 
of the American people through their Government, we believe this 
small amount of aid to their own fellow citizens in distress would not 
be inconsistent, or objectionable. 

Again we urge reduction of the interest rate to 3 percent—with tight 
safeguards against abuse if this appears necessary. 

Senator Jounston. Are there any questions? 

Senator Munpt. Mr. Halvorson, if there should come that happy 
day when the three great national farm organizations could arrive at 
the same degree of unanimity on a basic farm program that you have 
arrived at on a basic interest rate, I think we could begin to solve the 
problems of the farmers. 

Mr. Hatvorson. It is a big problem. 

Senator Jonnston. I would like to see them all unite. They 
would be more powerful, I think, and would really serve the farmers 
better. 

Senator Munpr. That is right. 

Senator JonnsTon. If there is any way to do that. 

Senator Munpt. And whether they unite as an organization, if 
they could work out a farm program on which they would all agree, 
it would certainly be helpful. 

Senator Jounston. Yes, if they could just do that, even though 

they kept the organizations separated. 

Mr. Hatvorson. There will never be unanimity of thinking in a 
big country like this. 

Senator Jonnstow. That is true. 

Mr. Hatvorson. We will have to let the Senators and the Con- 
gressmen decide who has the best plan. 

Senator Scnorppret. Mr. Halvorson, on the initial approach to this 
type of loan, this one here, as it looks to me, should be considered 
strictly from a disaster-type approach. 

Mr. Hatvorson. That is right. | 

Senator ScHorprEL. Now, it is very true, as you mentioned, that 
recovery from a drought, or long drought, is a pretty rough readjust- 
ment period. 

Mr. Hatvorson. Certainly. 

Senator Scnorpren. I personally have felt that the difficulties 
announced by the Department as a reason for changing this loan are 
not the complete answer, as I view it. In the field these people who 
pass on these loans, from a standpoint of the emergency character of 
them, should be able to screen these applicants out even though the 
pressures may be a little rough down there. I am speaking from the 
field level. 

Mr. Hatvorson. I might say that this morning I talked by phone 
to a State master who is on one of those county committees, and he 
said that very same thing; that he felt they were doing a good job of 
screening out those who should not get loans. He did say that there 
was some pressure put on, some political pressure that made it difficult 
for them, but he felt that they were coping with the situation. 
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Senator ScHorppEL. I personally feel this way. Say there is a 
percentage of those loans from the field standpoint that are overloaned ; 
that is, going into this loan when they should be excluded from it. 
The attendant hardships that will follow in readjusting in these 
drought areas, the very thing that Senator Thurmond mentioned 
here and Senator Scott mentioned here, this freeze, and all that, | 
think are going to work an undue hardship. 

Now, I am, of course, reminded that I have been sitting up here in 
the Senate passing on legislation and asked to vote on it. They paint 
an awfully rosy, glib picture when looking over to India or Pakistan 
or China or some other places, even Great Britain, and in many in- 
stances we give them our tax moneys. But when it comes to an emerg- 
ency loan in the United States of America, to the farmers out there 
who are a part of the taxpaying public, and who must keep all these 
mills grinding and gears meshing, then we say, well, 5 percent instead 
of 3. 

And it is most unfortunate, as I view it, that the decision was made 
and then they forgot to announce it. I have not been able to explain 
that. People write to me about it. They say, “You are on the Agri- 
cultural Committee. Tell me why this was done.” 

I cannot do it with the degree of confidence that I would like to put 
into a letter and sign my name to. It is just one of those things that I 
think we have been in error on. We have overreached, possibly, in 
this respect. 

Senator JounsTon. | agree with everything the Senator from Kansas 
has said, and want to call your attention to another fact that we must 
bear in mind. 

If these people, some of them, are not given some assistance on the 
farm, they are going to leave the farm. If they go into the cities, 
there are only occupations for so many people in the cities of this Na- 
tion of ours. So it is going to cause greater unemployment, then, 
throughout the Nation, and we are cutting down our purchasing value, 
too, from them. 

So when you cut down your purchasing value, you cannot sell what 
is produced by the industries unless you have a purchaser. So we 
have to bear that in mind also, as we go along. 

Mr. Hatvorson. One of the telegrams—I think it was from 
Arkansas—said that that was happening now; that there were some 
people who just decided to give up because of the difficulties. 

Senator Munprt. I would like to point out, Mr. Chairman, that if 
my mental arithmetic is correct, this is not an astronomical figure 
which we are dealing with. With $60 million worth of loans and a 
2 percent spread, that is $1,200,000 a year. That is $100,000 a month. 
That is all we are talking about, and that is not very much to spend 
to help the farmer who is confronted with a disaster. 

Mr. Scorr. That is right. 

Senator Jonnston. Are there any other questions, Senator Scott? 

Senator Scorr. No questions. 

Senator Jounston. Any other? 

(No response.) 

Senator Jounston. We certainly appreciate your coming forward 
with this statement, and all others. 

Mr. Hatvorson. I appreciate it, Mr. Chairman. 
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Senator Jonnston. Is there anyone else who wants to testify? 
Sometimes they come up afterwards and say, ‘‘I was there and wanted 
to testify, but they did not have me written down on the list.” 

(No response.) 

Senator Munoprt. If we go into executive session, maybexwe can get 
this done right now. 

Senator JoHNston. You have heard the motion that we go into 
executive session. 

Senator ScHOEPPEL. I second it. 

Senator Jonnston. All in favor let it be known by saying “‘Aye’’; 
opposed ‘“‘No’’; the ayes have it. It is so ordered. 

(Whereupon, at 11:35 a. m., the subcommittee proceeded in execu- 
tive session.) 











